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DOER
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Boston, MA 02114
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Dear Mr. Bianco and Mr. Sydney:

Millennium Power Partners L.P. (“MPP”) appreciates the opportunity to comment on
the proposed rule 310 CMR 7.70, “Massachusetts CO;, Budget Trading Program,” rule 225
CMR 13.00, “DOER CO, Budget Trading Program Auction Regulation,” and the proposed
amendments to 310 CMR 7.29 and 310 CMR 7.00 Appendix B(7).

MPP is managed by Competitive Power Ventures, Inc. (“CPV”), a greenfield
development, asset management and transaction execution company focused on the North
American power generation market. CPV’s power plant development program encompasses
large-scale wind and other renewable projects, as well as clean, high efficiency natural gas-
fired projects.

North American Energy Services (“NAES”) provides the operations and maintenance
services for the Millennium facility. NAES is a leading provider of proven, cost-effective,
third-party operations and maintenance (“O&M?”) services, and their present portfolio of
O&M experience includes more than 32,000 MW of power generation.

MPP, through NAES, operates a 360 MW combined cycle plant in Charlton,
Massachusetts. Commissioned in 2001, it burns primarily natural gas and is one of the
cleanest and most efficient fossil-fuel fired generating facilities in the Commonwealth.
Because of its efficiency, under regulatory programs for other pollutants, MPP typically has
excess allowances that it can sell to offset some of its operating costs. This helps keep the
facility competitive with other lower-cost, less efficient electric generating facilities. Under
the proposed 100 percent auction, however, even this efficient plant will face difficulties
securing the allowances needed to continue operation.
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Environmental regulations should rely, to the extent feasible, on market-based
compliance mechanisms to strike the proper balance among environmental, economic
development and reliability needs. Regulations should also encourage efficiency and
innovation, and help to establish a market where investment in new technologies and cleaner
facilities is encouraged. To that end, MPP believes MassDEP and DOER should have two
goals for these regulations: encouraging efficient generators and new investments, and
protecting the Commonwealth’s reliable energy supply through a transparent and effective
auction process. Our comments reflect these two goals.

I. Encourage Efficient Generators and New Investment
CAP THE AUCTION AT 25 PERCENT:

MassDEP’s and DOER’s proposal to auction 100 percent of the Commonwealth’s
allowances would discourage efficient generators and new investment. Unlike pollutants
regulated under other cap and trade programs, CO, has no commercially viable control or
sequestration technologies. Since control technologies cannot reduce the need for
allowances, and MassDEP proposes to constrain the use of offsets, generators must obtain
from allocations or the market all of the allowances they need to generate.

A 100 percent auction of environmental cap and trade allowances has never been
attempted, even for pollutants that have viable control technologies widely available. The
impact that the 100 percent auction may have on allowance price, energy markets and
reliability is uncertain, at best, given that the Regional Model Rule modeling never
contemplated an auction above 25 percent. With no viable technology to reduce CO,
emissions, a 100 percent auction could result in sizeable disruptions to energy supply, as well
as substantial increases in the price of electricity in Massachusetts. For example, a single
well-financed bidder or a coalition of organizations could manipulate the market, leaving key
generators without enough allowances to operate when needed. Because the newer, more
efficient, facilities are often more expensive to operate than older facilities, an auction of 100
percent of allowances could leave the most efficient facilities priced out of the market.

MassDEP and DOER should adopt the Model Rule provision, auctioning only the 25
percent public benefit set aside. Understanding that the auction’s purpose is also to generate
revenue for MassDEP’s investment in energy efficiency programs, MPP would alternatively
support combining a 25 percent auction with a direct sale of credits to existing and new CO,
Budget Sources.

RECOGNIZE THE CONTRIBUTION OF FACILITIES THROUGH CO2 MITIGATION PLANS:

Starting with the Dighton Power Decision, the Massachusetts Energy Facility Siting
Board (EFSB) has required developers of generating facilities to mitigate a portion of their
CO, emissions by making a monetary contribution to CO, offset programs in the amount of
one percent of facility emissions times $1.50 per ton. EFSB 96-3, at 42-43. When USGen
New England, MPP’s predecessor, appeared before the EFSB in 1997, USGen agreed on a
donation of $305,000 for CO, offsets in the first year of the project, offsetting one percent of
its CO, emissions at the plant over the next 20 years. In February 2001, the EFSB approved
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MPP’s CO, Mitigation Plan, implementing this offset requirement. Under the plan, MPP
made a one time payment to purchase 305,000 tons of CO,-equivalent emissions reductions
from a landfill methane recovery facility in New Hampshire, operated by CommonWealth
Bethlehem Energy LLC. In June 2005, the EFSB concluded that through this payment of
$305,000, MPP had complied with the CO, Mitigation Plan and completely satisfied their
obligation.

Consequently, MPP has already purchased offsets for one percent of its CO,
emissions from 2000 through 2020. MassDEP should value this early offset and payment
into the allowance system, and account for this expenditure through a set-aside for the
facility in two ways. First, the offsets that MPP purchased to represent one percent of
emissions from 2000-2008 should be included as Early Reduction CO, Allowances (ERAS)
under 310 CMR 7.70 (5)(c)(2). These 122,000 tons of CO,-equivalents, or 2/5 of the total
305,000 tons of CO,-equivalents that MPP has purchased, reflect the same investment in
taking early action to reduce emissions as reductions at facilities taken during the early
reduction period that qualify for ERAs. Second, the remaining offsets, representing one
percent of MPP’s emissions for 2009-2020, should be recognized and accounted for through
a direct allowance to the facility of 183,000 allowances, representing the 183,000 tons of
CO,-equivalents that MPP has already purchased for this period. Without such a set-aside,
MPP and other similarly situated facilities will be penalized for their early reduction efforts
and required to offset the same emissions twice. This would be patently unfair.

The CO, Allowance Allocations set forth in the proposed rules include programs that
provide set-aside allowances for particular groups and programs that the Commonwealth
seeks to encourage, such as pre-2009 investment in offsets, efficiency, and CO, reductions
under the GHG credit program in 310 CMR 7.00 Appendix B(7)(h). In addition, the ERA
program, set forth in 310 CMR 7.70(5)(c)(2), reflects the Commonwealth’s recognition of
the significant impact that facilities who take early steps to reduce the Commonwealth’s
overall CO, footprint can have. MPP requests that MassDEP recognize its substantial
contribution to this same cause, in this same manner.

EXPAND THE GEOGRAPHIC SCOPE AND CATEGORIES OF OFFSET PROGRAMS IN 310 CMR
7.70(10):

That CO; emissions mix globally within one month of emission has been discussed
throughout the RGGI proceedings. Avoiding or removing one ton of CO, anywhere in the
world creates the same environmental result as avoiding or removing a ton of CO, from
within the RGGI region or Massachusetts. The cost of avoidance or removal, however, can
vary significantly with geographic location and type of program utilized. Since the net result
of avoidance or sequestration projects, worldwide, is the same for the global environment,
the offset regulations should encourage companies to seek out and invest in the most efficient
and economically responsible programs, where ever they may be found, so long as such
offsets can be verified.

One of the primary benefits to establishing a cap and trade system is that it provides
incentives to find creative solutions to control emissions. Limiting the technologies and
programs that are eligible for offset credits defeats this valuable benefit. Instead of
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identifying a few known or likely available technologies, 310 CMR 7.70(10) should be
revised to create a mechanism by which new technologies — anywhere in the world — can be
evaluated and approved when they are demonstrated to be effective CO, controls.

EXPAND THE CAPACITY TO USE OFFSET ALLOWANCES UNDER 310 CMR 7.70(6)(E)(1):

As previously mentioned, unlike other cap and trade regulated pollutants, there are no
commercially viable control or sequestration technologies for CO,. Since neither efficiency
nor control technologies can eliminate the need for allowances, offset mechanisms are all the
more necessary. The proposed Offset Allowance Trigger mechanisms do not provide
sufficient flexibility to allow CO, Budget Sources to comply in ways that minimize the
likelihood of price spikes. Instead of limiting a source’s use of offset allowances to 3.3
percent of their compliance obligations under normal circumstances, up to 5 percent if the
12-month average allowance price rises above the $7 threshold, and up to 10 percent if the
12-month average allowance price rises above $10, the regulation should allow for much
broader use of offsets.

The current proposal would give generators no practical way to comply other than
buying allowances, since even the most substantial price hike would allow only 10 percent of
allowances to be replaced by offsets. When the number of allowances is cut, beginning in
2014, these restrictions, coupled with the auction structure, would essentially require CO,
Budget Sources to stockpile allowances, in anticipation of high prices and scarcity. This
would be detrimental to the Commonwealth in two ways. First, stockpiled allowances
would, by definition, not be available to the market, disrupting a reliable electricity supply.
Second, the significant funds that generators would have to pay to obtain these allowances
would be diverted from direct investment in offset-providing innovative technologies, green
projects and new, cleaner plants.

Cap and trade systems should encourage, rather than discourage, investment in clean,
innovative technologies. By restricting the use of offset allowances, MassDEP creates a
disincentive for such investment. Consequently, 310 CMR 7.70(6)(e)(1) should be expanded
substantially to allow generators to comply with the regulations through use of offsets.
Instead of MassDEP’s proposal, 10 percent be allowed as a baseline, 25 percent be allowed if
prices reach $7, and 50 percent if prices rise above $10.

I 1. Protect the Commonweal th’'s Relandabl e Ener
Transparent Auction Process

CREATE TIMELY AND TRANSPARENT AUCTIONS:

In establishing the auction regulations, DOER should be mindful that the more
difficult regulations make doing business in the Commonwealth, the less likely energy
generators will choose to invest money in improving existing plants or constructing the new,
cleaner plants on which the Commonwealth is relying, in part, to reduce its CO, footprint.
Many features of the proposed auction regulations run contrary to a policy of simplifying
business transactions and encouraging more investment, and instead seem to have been
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designed to provide flexibility to program administrators, at the cost of clarity and
transparency in the auction process.

One such provision is 225 CMR 13.11, which states that the winning bidders and
outcome of the auction will be withheld for six months following the auction. MPP agrees
that there are some benefits to withholding from the general public the full details of auction
results and subsequent trading of credits, so as to avoid open auction manipulation and
bidding wars designed to push prices up and forcing CO, Budget Sources unable to obtain
allowances to cease operations. However, participants in each auction need to know whether
they won or lost promptly after the auction, so as to adjust strategic plans, obtain board
approval for future investments, and make long-term business decisions based on this success
or failure. This need for information and transparency intensifies as deadlines for
compliance approach. Consequently, DOER should notify participants of their relative
success and release to the public the dollar amounts and number of allowances purchased by
the winning bidders, within 5 days of the auction.

For the auction process to succeed, DOER must establish auction procedures that are
transparent, easily understood, and as specific as possible. Unfortunately, the proposed
procedures do not meet these standards. DOER can change the auction type and procedures
(225 CMR 13.06), the categories of buyers eligible to participate in the auction (225 CMR
13.08), and the number of allowances for sale at the auction (225 CMR 13.06(5)), as late as
30 days before the auction. Moreover, DOER can set a reserve price for an auction, without
notifying auction participants in advance (225 CMR 13.06(7)).

MPP recognizes the probability that, despite widespread protest, DOER and
MassDEP will likely proceed with auctioning a large percentage of CO, allowances. If
DOER and MassDEP retain this flawed approach, they must at least take steps to ensure that
a large-scale auction results in an efficient and easily navigated market. Otherwise,
investment in energy supply within the Commonwealth will suffer. For the market created
by the auction to be efficient, participants must have sufficient information to make
reasonably informed investment decisions. At a minimum, this requires a consistent auction
method, consistent eligibility requirements for market participants, publication of the reserve
price, if any, and longer lead times regarding supply of allowances.

ALLOW FOR AUDIT AND ADJUSTMENT OF AUCTION PROCESS:

Massachusetts has a unique opportunity as one of the first states to develop its CO,
Budget Trading Program to set an example for other RGGI states and, eventually, a national
greenhouse gas program. The Commonwealth should take full advantage of this opportunity
by crafting its regulations to demonstrate that an efficient and healthy electricity market can
co-exist with effective greenhouse gas reduction policies. If Massachusetts can establish an
efficient, fair and effective regulatory process, transitioning to the national program will give
businesses within Massachusetts a competitive advantage.

Throughout the RGGI stakeholder process, it was widely acknowledged that with
more experience, the stakeholders and regulators would be better able to determine how the
auction process should be refined and improved. Creation and regulation of markets is, at
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best, an inexact science. This is particularly true where the resource in question, CO,, has
never been fully commoditized. Never before has a large-scale auction of CO, allowances
been attempted, let alone with a potentially unlimited scope of participants. Because no
market data exists for a 100 percent auction as contemplated here, and what little data we
have from other credits trading schemes is only tangentially related, it goes beyond optimism
to expect that the auction procedures and market will be optimally efficient from the
beginning. A new market is inherently unstable and filled with uncertainty. It will take some
degree of market turnover, over a period of months or years, for the auction process and
market to establish an equilibrium price. Consequently, only by revisiting the market
parameters and auction regulations later can the regulations be honed to take full advantage
of the benefits and incentives that an effective CO, cap and trade system can provide.

Although DOER should establish auction procedures that provide certainty and
transparency, enabling participants to make informed decisions, the regulations surrounding
the auction process should not be immutable. It is imperative that the auction procedure and
policies be revisited after data has been collected and participants have had time to
experience the market system as established. MassDEP and DOER should include in the
proposed regulations a program that provides for a Best Practices Audit to be undertaken
after five auctions, approaching the midpoint of the compliance cycle. This timeframe would
allow the opportunity to make mid-course corrections, saving generators and consumers from
potential crisis at the compliance deadline. This procedure would also save the agencies
from having to go through onerous notice and comment regulations so soon after finalizing
the initial rules. As part of the audit, the agencies should retain a third party expert to
interview market participants and review auction data to determine how well the auction
process is achieving the objectives for which it was created. After a period of review, the
auditors would issue a report and recommendations on how the auction process and related
MassDEP policies could be improved. This public process of soliciting improvements on a
periodic basis should be repeated at the close of the first and second compliance periods to
ensure that the recommendations and changes are helping to meet the goals of the policies
and auction.

OPEN THE REGION AND CLOSE THE AUCTION:

Another way that DOER can improve the likelihood of success for the market is by
expanding the scope of suppliers that are eligible to participate. MPP applauds the statement
in 225 CMR 13.03 that the Massachusetts auction will not go forward if a regional auction is
created. A regional auction will help to ensure a reasonable supply of allowances for the
generators who need them and to reduce the potential for price spikes and market
manipulation that would be faced in a Massachusetts-only auction. Therefore, DOER should
commit to delaying implementation of the auction process until the other RGGI states, or at
least the NEPOOL states, commence distribution of their allowances.

While broadening the scope of suppliers through a regional auction would help to
reduce the potential for abuse and manipulation of the market, care must still be taken to
control the scope of demand in the auction. As previously mentioned, open auctions of
100% of allowances would provide great opportunity for market manipulation and abuse,
both of which hurt Massachusetts consumers. For this reason, DOER should amend 225
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CMR 13.08 to limit the auction participants during the first 3-year compliance period to
Massachusetts CO, Budget Sources (a “closed” auction.) This approach would prevent
market spoilers from manipulating the market before it has a chance to mature and become
efficient. Investment funds, speculators, non-generating entities and generators from other
states are likely to purchase allowances, stockpile or scalp them later, adding further
uncertainty and difficultly to participating in the untested market. For subsequent auctions,
following the initial 3 year compliance period, MPP recommends that DOER implement dual
auctions, so as to provide the right of first refusal to Massachusetts CO, Budget Sources, and
only allow speculators, non-generating entities and generators from other states to purchase
the remaining allowances.

CONCLUSION:

In developing a CO; reduction policy, it is necessary to balance the need to reduce
emissions with the need for reliable electricity at a reasonable cost. Consequently,
regulations should be shaped to encourage efficiency and innovation, and help to establish a
market where investment in new technologies and cleaner facilities will be encouraged.
MassDEP and DOER should seek to effectuate two goals: (1) encouraging efficient
generators and investment, and (2) protecting the Commonwealth’s reliable energy supply by
creating a transparent and effective auction process. MassDEP policies should create
incentives for reasonable efforts to reduce emissions, given current technology, and efforts to
encourage and develop new technologies. The regulations should also promote mechanisms,
such as offsets, that can be used to achieve compliance and environmental benefits in the
interim. DOER auction procedures should be set to maximize security and promote
investment, particularly in the early phase of a nascent CO, market.

Very truly yours,

Mark D. Winne, Plant Manager
Millennium Power Partners, L.P.



